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The Theory of Expense 
Proration 


Hovu.per HupcINs 


The desirability of prorating expenses has generally been accepted with 


no consideration of the grave danger that erroneous conclusions will be 


reached on the basis of departmental net-profit showings. 


The author 


shows clearly the limitations of the proration theory. 


ei department-store manager 
will agree to the proposition that 
the most important single element af- 
fecting the retail industry today is the 
rising cost of doing business. The 
expense attached to the maintenance 
and operation of retail establishments 
seems to have an almost natural ten- 
dency to go up and, as a result, unless 
we are able to isolate the causes of 
this tendency and either check the in- 
creases or modify business procedures, 
we can only look for one result; that 
is, a constant diminution of the mar- 
gin of net profit. Expense control, 
therefore, turns out to be a major 
problem and no management can be 
said to be doing its job unless it is 
forcibly bringing to light the need for 
a movement to decrease expense. 


Department-store executives have 
quite universally demanded that sta- 
tistics be maintained showing depart- 
mental net profits. Unquestionably, 
they have been led to adopt this atti- 
tude by the fact that executives of 
manufacturing establishments have 
been tremendously assisted by cost ac- 


counting which not only will render 
statements showing the cost of opera- 
tions but will also show an estimated 
cost of specific items produced. In 
manufacturing a product, in addition 
to the cost of the material used, di- 
rect labor consumed, and all other di- 
rect charges, each output item can 
be made to bear its pro-rata share of 
the total overhead or burden. The 
general practice of charging each unit 
with its share of overhead to deter- 
mine the unit cost is to use a pre- 
determined rate based either on the 
total direct labor cost, the total di- 
rect labor hours, the total machine 
hours, or any one of a considerable 
list of methods based upon some 
tangible, definable rate. 


The theory is that this predeter- 
mined rate for the distribution of 
overhead will be the best possible es- 
timate that can be obtained. In ap- 
plying the method, the amount of 
overhead attached to products manu- 
factured is carried in a separate cost 
account. At the end of an account- 
ing period, the total amount of over- 
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head expense thus distributed to 
items is compared with the total 
actual overhead and the difference 
between the two, representing either 
over- or under-absorbed burden, is ad- 
justed to the general profit and loss ac- 
count. If the discrepancy thus ad- 
justed is very large, and persists 
period-by-period, the predetermined 
rate by items is revised. 

In manufacturing, it is quite es- 
sential to go through the process of 
unit costing because the cost must be 
known before a selling price can be 
determined. Furthermore, no sale can 
be made until a selling price is fixed. 


Argument for and Against 
Proration 


In department-store accounting pro- 
cedure there is not only a lack of 
agreement on the specific method to 
be used in prorating overhead ex- 
pense, but there is also a sharp con- 
trast of opinion as to the advisability 
of even going to the trouble of dis- 
tributing these charges at all. The 
question, then, becomes whether to 
prorate or not to prorate. 

The advocates of proration argue 
that their processes are necessary be- 
cause present-day competition forces 
the manager to know the profit and 
loss results by departments. Further, 
individual departmental results in the 
aggregate represent the profit and loss 
of the entire store. By this process, 
excellent or unsatisfactory depart- 
ments may be examined in detail, thus 
enabling the management to decide on 
a course of action concerning the 


various factors affecting the depart- 
ment’s operations. Either by empha- 
sizing winning departments or by 
setting standards, or by effecting sav- 
ings that will make unprofitable de- 
partments show a profit, it is expected 
that the total profit of the store may 
be enhanced. 

The proponents of proration ad- 
vance another important reason; 4.e., 
that proration provides departmental 
comparison with similar departments 
in other stores. Of course, it must be 
realized that such comparison requires 
similarity of all factors entering into 
both the expense and method of pro- 
ration. 

Those opposed to proration argue 
that it is not necessary to prorate or 
distribute general expenses into de- 
partmental accounts. In the first 
place, unlike manufacturing account- 
ing, while it is desirable to know the 
final net-profit results by departments, 
it must be remembered that practically 
every department sells merchandise 
that carries a considerable range of 
original mark-up percentages. These 
are usually placed at the highest at- 
tainable figure at the time they are 
made, though they may be intentionally 
lowered for a specific purpose, such as 
a special sale. Regardless of whether 
general expenses are prorated, selling 
departments and department-store 
controllers are constantly making 
analyses to improve departmental 
mark ups, since the original mark up 
is the chief source of a store’s gross 
profit. 

The opponents further argue that 
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there is a fallacy to the bare state- 
ment applied to retail accounting that 
the original mark up must be high 
enough in each department to cover 
the cost of merchandise and the ex- 
penses of the department plus a profit. 
They argue that the term “expense” 
is relative. For instance, some stores 
operate on what is termed the “load- 
ing-charge system” by which selling 
departments are charged a flat per- 
centage on dollar purchases for in- 
terest on investment. Others do not 
use this loading-charge system. In 
intense competition, the disadvantage 
is apparent where competitors use 
different methods of proration. The 
strongest argument against using de- 
partmental profit and loss results as 
a basis for determining market pos- 
sibilities is that the selling price of an 
article is the direct result of market 
conditions of supply and demand and 
is not affected by changes in the in- 
ternal accounting system of any store. 

To carry out the thought of the op- 
position in more detail, the affirma- 
tive, in presenting the case for the 
proration and distribution of ex- 
penses, have brought out two points: 
that proration enables the manage- 
ment to view the profit and loss re- 
sults by departments ; and consequent- 
ly, that these profit and loss results by 
departments enable the management 
to take such action as will produce 
greater net profits. In addition, the 
assertion is made that the reduction of 
expense can best be achieved by a 
record of the amount of expense 
charged to each department. It is 


pointed out by the opposition that it 
is scientifically impossible to arrive at 
accurate profit and loss results by de- 
partments; as a result, important ac- 
tions cannot be justifiably taken by 
the management and, consequently, it 
is more accurate and more effective 
to control expenses at the source by 
functions than by departments in 
prorated parts of the functional total. 
Proration Based on Opinions 
Instead of Fact 

If we are to consider the important 
actions which the management might 
take as the result of studying depart- 
mental profit and loss figures, the 
largest items will be disclosed in the 
following questions. 

1. Are there any departments in the 
store which should be eliminated ? 
2. What departments should be ex- 
panded physically and in volume? 
3. Where should a policy of contrac- 
tion be adopted? Can this be done 
without materially decreasing 
volume? ls it wise to contract? 
4. What recommendations for the re- 
construction of department mer- 
chandising programs will be indi- 
cated by a study of expense? How 
best to study these expenses? 

If the general manager of a store 
is to give these questions adequate 
study, he cannot overlook the fact that 
the real answer lies in the relative 
ability of the different departments to 
produce profits. If this ability is to 
be measured in net profits, not only 
the direct expenses, but also the indi- 
rect expenses, must be brought into 
the picture. The chief adviser of the 
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general manager, the controller, then 
finds himself required to answer the 
riddle with a statement of net profits 
by departments. 

Now, the controller is in a position 
to provide the general manager with 
many different net profits. All the 
general manager has to do is to dictate 
the policies upon which the proration 
of indirect expenses is to be based— 
and the controller can turn out a net 
profit to measure. Mechanically, the 
controller’s methods of proration are 
simple and accurate; fundamentally, 
the theories and diverse policies under- 
lying the principles of expense dis- 
tribution by departments so complicate 
the problem of proration as to cancel 
most of the benefits to be derived. It 
can be further pointed out that by 
assuming different but logical premises 
upon which to base the formulae of 
distribution, widely different net-prof- 
it results may be obtained. As long 
as different results can be obtained, 
none can be developed which can 
serve as the proper basis for purposes 
of making important managerial deci- 
sions. Departmental profit and loss 
results are, at best, the results of 
guesses, and decisions must be based 
on facts and not opinions. 


Proration According to Sales 
Dangerous 

The simplest basis upon which to 
prorate expense is in proportion to 
the relative sales of the various de- 
partments. By this method, depart- 
ments are charged with a portion of 
the overhead expense in direct ratio 
to their proportion of the total sales, 


gross or net, achieved by the store as 
a whole. Regardless of the type of 
expense so prorated, the results will 
bear no relation to the real ability of 
the departments to bear such burdens 
but only a relation to the ability to 
produce sales volume. Departments 
which are quite frankly maintained as 
“leaders” and departments destined to 
achieve high volume at low gross prof- 
it will suffer immeasurably from such 
treatment. 

It is entirely conceivable that, by 
this method of proration by sales, a 
department that was once profitable 
might grow to such proportions and 
absorb so much of the indirect expense 
while other departments were shrink- 
ing in volume that its profits would 
turn to losses. The management might 
then turn to other lines of merchan- 
dise in an endeavor to salvage the 
dwindling return upon its investment. 

The long-time tendency of taking 
action based on expenses prorated on 
sales is to discourage volume gains, 
decrease the turnover of the store, and 
leave only those departments in exist- 
ence which can survive by virtue of 
their relatively high gross profits on 
relatively small sales. 

Any attempts to reconcile proration 
on a sales basis, with the desirability 
of achieving higher turnover at lesser 
unit profit by investigating new subdi- 
visions and classifications of expenses, 
beg entirely the real issues at stake. 
Hence, they complicate, rather than 
simplify, the processes of reasoning 
by which the decision to prorate or not 
to prorate is deduced. For instance, 
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it is often suggested that the depart- 
ments of the store be classified ac- 
cording to relative percentages of 
gross profit, or relative turnovers, or 
on some other basis, and the indirect 
expenses charged first to group 
classifications and then to departments 
within these divisions on the basis of 
relative sales. We can only observe 
that whatever division is made in the 
first plan is purely arbitrary and based 
upon the judgments of human beings 
subject to personal opinions and, 
therefore, scientifically worthless. If 
we are going to prorate, the process 
must be simple, understandable, and 
wholly independent of personal opin- 
ions which may affect the results ma- 
terially. 
Space Charge Method Inaccurate 
There is a proposal to prorate 
many expenses on the basis of rela- 
tive space occupied or relative dollar 
rent charged to departments. Analyz- 
ing these methods of proration, we 
again find ourselves confronted with 
the need for making an arbitrary de- 
cision. No one would be so rash as to 
maintain that every selling space in a 
department store is worth the same 
rent per annum, but could any one 
maintain that human wisdom is perfect 
enough to determine accurately the 
relative rental value of two adjoining 
selling areas? Unless we are in a 
position to determine accurately, and 
beyond the possibility of doubt, the 
rental value of area “A” as against 
area “B,” we are not in a position to 
prorate expenses on the basis of space 
or rent. If we adopt an arbitrary 
valuation scheme, we are again super- 


imposing the opinion of the author 
of that scheme upon the inscrutable 
facts. Thus, we find that by adopt- 
ing one scale of rents the hosiery de- 
partment in store “A” might be 
charged with a total of six per cent 
of its sales as its proportion of certain 
indirect expenses, whereas in a com- 
petitor’s store directly across the 
street, the same department might be 
charged with either four or eight per 
cent. The absurdity of using rent as 
a basis of proration is apparent as soon 
as we compare like departments in 
competitive stores. It is the competi- 
tion between the two departments and 
the ability of the buyers of the two 
departments that determines their 
profitableness—not the amount of in- 
direct expenses absorbed through pro- 
ration. Expense distribution which 
comes after the expense has been in- 
curred will never substitute for the 
kind of merchandising that presents 
the wanted items in the right stock 
proportions at prices that will stand 
up under the most keen competition 
and still contribute a reasonable share 
to the gross-profit fund. 

The more time and energy that is 
spent in devising ways and means of 
distributing specific expenses, the 
greater possibility there is for the in- 
flation of personal opinion and arbi- 
trary biases. For example, we find 
ourselves confronted with such sys- 
tems as the “unit-package” method 
for the distribution of delivery ex- 
pense. By this method, different sizes 
and weights of packages are equated 
against a common theoretical unit, so 
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that delivery expense mlay be charged 
on the basis of the ber of so- 
called “‘unit packages”* delivered for 
each department. If this plan were fol- 
lowed to a logical conclusion and the 
size and bulk of every package meas- 
ured with the delicacy of a laboratory 
experiment, the management might be 
led to the conclusion that the house- 
furnishings department must be aban- 
doned because its delivery cost is so 
very high. By doing so, it would lose 
sight of the fact that as long as cus- 
tomers at the farthest extreme of 
free-delivery routes insist upon buying 
in the store instead of in a competi- 
tor’s store, it will always have to send 
its trucks out to the most remote sec- 
tions of the city. It might be noted 
here that even though the house-fur- 
nishings department is one which 
would most likely be eliminated if 
such action were based on net-profit 
results, most stores continue to pre- 
sent this department as a necessary 
adjunct to the general business of out- 
fitting the home. The point is, why 
be bothered deriving the net-profit 
figures, especially since we are not in 
a position to certify to them as not 
being subject to further analytical 
speculations? If, instead of the com- 
plicated ritual of “‘unit-package” ex- 
pense distribution, we investigate the 
actual wages of our delivery men, and 
the physical condition of our trucks, 
and the other basic elements of cost 
entering into the delivery expense, we 
may be able to find a means of radical- 
ly decreasing the total cost of that 
function. If, being owners of a store, 


we can find a way of cutting down the 
total expense, why would we care 
what is done with the decreased ex- 
penses departmentally, except that we 
might feel that the departmental pro- 
ration of these expenses is, in itself, 
a costly operation hardly justified by 
the results obtained. 


Proration of No Aid in Expense 
Control 

It isn’t hard to certify to the logical 
inaccuracy, and hence the futility, of 
expense proration. All of us know 
that the majority of the expenses of 
a department store are joint expenses ; 
that is, they are brought about not 
through the running of a specific serv- 
ice for a specific department, but 
rather through a joint service for the 
store as a whole. If proration were 
really scientifically accurate, it should 
be possible to eliminate any specific 
department in the store, and as a re- 
sult save in dollars the exact amount 
formerly charged to this department 
through the distributive process. I 
feel quite safe in defying any one to 
eliminate the exact portion of adminis- 
trative expense prorated to a certain 
department by eliminating that depart- 
ment. The real way to cut down ad- 
ministrative expense is by expense 
control and reduction and not by 
examining the amount prorated to a 
certain specific department. So far 
as scientific results are concerned, we 
can never determine the net profit of 
the silk department as long as the 
finding of it entails the arbitrary allo- 
cation of joint costs. We might as 
well try to determine which leg of a 
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three-legged stool holds the stool up. 
If you were to stand each leg of a 
three-legged stool on an accurate 
scale, the weight recorded under each 
leg would be the same, but to take 
away any one of the legs would pro- 
duce a downfall. The net profit of a 
department store is the difference be- 
tween the joint gross profits of all of 
its departments and their joint ex- 
penses. By a mathematical trick, it 
is also the sum of all of the net prof- 
its of the departments arrived at by 
proration. But it is not a defense of 
proration to state that both of the 
above formulae bring you to the same 
result. 

Shifting volumes produce shifting 
results. It is said that proration is de- 
sirable because it gives comparative 
results of performance by depart- 
ments. Let us suppose that in two 
successive years the total volume of a 
store remained unchanged but that the 
basement store had increased 100 per 
cent whereas the upstairs store had 
shown a 20 per cent decrease. All 
other factors remaining the same, the 
amount of overhead absorbed by the 
basement store would so alter the de- 
partmental net profits, both upstairs 
and down, as to make a comparison 
of the net profits of any one depart- 
ment wholly unreliable. As a general 
rule, comparisons of departmental net 
profits are only valid when all of the 
numerous variables remain unchanged. 
But we are sure that nothing ever ,re- 
mains unchanged. 

We do not need to pry far into the 
affairs of any store to discover that 


the expenses prorated, in the exact 
amounts in which they are charged, 
are beyond control so far as the in- 
dividual department is concerned. To 
control office expense in the millinery 
department might lead the buyer to 
the conclusion that what was needed 
was a lower sales volume, whereas 
the answer lies back in the workings 
of the administrative division. To con- 
trol expense, we must control the 
services which give rise to the expense 
and to control an expense after it has 
been prorated or to use a prorated part 
of the whole as a basis for future 
control is merely to shift the burden 
of overhead from one department to 
another. So far as expense control is 
concerned, the figures entering into 
the computation of the departmental 
net profits can only be considered 
valuable to the extent that they may 
give a clue as to the direction towards 
which a functional expense analysis 
should be aimed. They may be justi- 
fied by this alone, which is to say 
that the past net-profit history may 
show a trend of increase in, let us 
say, adjustment bureau expense. Can 
we see, however, any advantage in ob- 
serving this fact through the depart- 
mental figures as compared to viewing 
it through the figures of the store as 
a whole? 


Control Expenses Before In- 
curred, Not After 
The time to control expense is be- 
fore the expense has been incurred 
and consists largely of cutting down 
or eliminating expense-producing pro- 
grams taking place in the future. Ex- 
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pense proration always takes place 
after the expense has been incurred 
and thereafter is of little avail except 
as a monument to things that are 
dead and gone. 


The most satisfactory method of 
expense control aimed at the general 
reduction of the store’s total operating 
expense entails a systematic analysis 
of each of the expense-producing ser- 
vices rendered by the store organiza- 
tion, setting up an expense budget by 
functions which provides for cur- 
tailed expenses in such a way that 
the volume and good will of the store 
are not affected. This must be fol- 
lowed up by a rigid program for the 
enforcement of the budget. It may 
be that the analysis of the adminis- 
trative salaries will lead the investi- 
gator into an analysis of the opera- 
tions of certain specific departments, 
but this can be done without going 
through the process of departmental 
“dollars and cents” expense distribu- 
tion aimed at the derivation of a de- 
partmental net profit. And it can 
hardly be linked up with the activities 
of any specific selling department. 
What is really needed for wage con- 
trol is a combination of unit and dol- 
lar control of all employees, the ob- 
ject of which should be to operate with 
the minimum number of employees 
necessary to render satisfactory service 
to customers in gaining the budgeted 
volume of sales, taking into considera- 
tion the relative productivity of dif- 
ferent employees at different rates of 


pay. 


Summary 


We have tried to point out two 
things; first, that the proration of in- 
direct expense in an attempt to de- 
rive departmental net-profit results is 
an operation that is inaccurate and 
subject to the personal opinions or 
policies of a store’s management; 
secondly, that the management is in 
duty bound to find some method for 
curtailing the ever-increasing cost of 
doing business. We fail to see how a 
program of allocation and reappor- 
tionment of the purely bookkeeping 
history of operations which have al- 
ready taken place can in any way 
serve to eliminate the expenses which 
have already taken place. Expense 
proration can only be justified on the 
basis that it may point a finger at the 
place where expenses should be re- 
duced. It is hard to see how the de- 
partmental figures hold any advan- 
tage as indicators over the figures for 
the store as a whole. It can be seen, 
however, that an analysis of the dif- 
ferent kinds of expenses of doing 
business will isolate the causes of the 
increased cost of doing business and 
enable the management to examine 
carefully the necessity of the services 
whose expenses are increasing. The 
aim should be a complete investigation 
of each of the expense-producing ser- 
vices and an evaluation of those ser- 
vices. The elimination of all that can- 
not be justified, and a reduction of all 
that appear necessary will result in a 
material lowering of the cost of doing 
business with consequent increase in 
the net profit of the store. 
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Problems in the Control of Staple Stocks 


Failure to have in stock merchandise the store intends to carry is one 


of the chief reasons for lost sales. Here are concrete examples of how 


stocks can be kept at an adequate level without sacrifice to high 


turnover. 


ROBABLY the most important 
P recent development in unit con- 
trol is the formulation of exact meth- 
ods to control staple stocks. These 
methods ensure against a running out 
of stock and yet keep the investment 
extremely low in relation to sales. 
They also are economical, the rate 
of sales being determined by one of 
four simple methods. 


1. A periodic inventory of the 
goods on hand, the new inven- 
tory being subtracted from the 
old inventory plus purchases. 


2. A minimum plan whereby the 
buyer is notified whenever a 
minimum quantity is reached, 
how long it took to reach the 
minimum. 


3. Analysis of tickets, one of which 
accompanies each article and is 
removed when a sale is made or 
when the goods are taken from 
the reserve. 


4. Analysis of a copy of the sales 
check according to each item 
sold. (This method is more ex- 
pensive than the first three.) 


Factors in Planning Reorders 

The planning of maximum, mini- 
mum, and reorder quantities can be 
reduced to a mathematical computa- 
tion, providing the following factors 
are known. 

1. The rate of sale of the item 
(generally expressed on a week- 
ly basis). 

2. The length of time it takes for 
delivery of the goods after a re- 
order is placed. 

3. The frequency of reorder. 


4. The safety factor; that is, the 
lowest point the stock will reach, 
so long as the rate of sale is 
normal. 

5. The unit of order, whether in 
individual pieces, dozens, etc. 


6. The amount on hand at present. 


For instance, the small bottle of 
Listerine may be selling at the rate of 
20 a week. It may take a week to get 
delivery and it may be desired to re- 
order every two weeks in units of 
one-half dozen. Fifteen may be on 
hand and the safety factor may be a 
week’s supply. 
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The department should reorder 
when the stock gets down to two 
weeks’ supply. One week’s supply is 
surely necessary at the time of reorder 
because it will take a week to get the 
goods. An additional safety factor of 
one week’s supply will ensure against 
running out of stock before the re- 
order arrives, even should the rate of 
sale double. The minimum, then, is 
2 X 20, or 40 pieces. 

Since a reorder is to be placed every 
two weeks, the average amount to or- 
der is also two weeks’ supply, or 40 
pieces. The maximum, then, is the 
sum of the minimum plus the reorder 
quantity, or 80 pieces. If 15 pieces 
are actually on hand, 65 should be 
ordered. Since the order is to be placed 
in terms of one-half dozen, it will be 
for 5% dozen. 


The Safety Factor 


The setting of a safety factor causes 
some difficulty. While there is no one 
rule that will fit every case, it is gen- 
erally true that the greater the fluctua- 
tions in the weekly rate of sale, the 
larger must be the safety factor. In 
addition to this principle, one of the 
following rules of thumb will fit most 
cases. 


1. If the delivery period is one 
week, the safety factor should 
usually be a week’s supply also. 


2. If the delivery period is from 
one to six weeks, the safety factor 
should be one and one-half week’s 
supply, except when substitution 
is easy, in which case a week’s 
supply may be sufficient. 


3. If the delivery period is more 
than six weeks, the safety factor 
should probably range from two 
weeks’ to one month’s supply. 

4. If the delivery period is less than 
one week, the safety factor may 
be either one week’s supply or 
one-half week’s supply. Where 
substitution is easy, the half 
week’s supply may be sufficient. 

5. Where goods are carried in both 
forward and reserve stock, the 
safety factor may well be the 
amount desired in forward stock 
rather than being computed as 
above. (In setting the forward 
stock, however, the delivery 
period should be considered.) 

6. When the unit of control is a 
composite such as a price line or 
a style number having different 
sizes and colors rather than an 
individual item such as a certain 
size and color in a style number, 
the safety factor should be at 
least enough to ensure a repre- 
sentative assortment, regardless 
of the rate of sale or the delivery 
period. 

Problems 

The following problems, taken from 
actual practice, have been used in the 
course in “Unit-Merchandise Control” 
at New York University School of 
Retailing. It is suggested that the 
reader attempt to solve them before 
referring to the answers on the inside 
back cover. 

I. A staple item is selling at the 

rate of six a week. It takes two weeks 
to get delivery and it is desired to or- 
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AUTOMATIC BUYING 


der every four weeks. Seventeen 
pieces are on hand. Orders are in 
units of one-half dozen. How many 
should be ordered? 

II. The Melville Shoe Company 
sets an allotment or maximum stock 
for every style of shoe carried in each 


store. A card is put in the box with 
each pair of shoes. When shoes are 
sold, these cards are removed and 
sent to the warehouse twice a week. 
The warehouse ships to the store what 
have been sold. It takes about half a 
week to get goods to the store after 
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they are ordered. It has been found 
by experience that at least 36 pairs 
are necessary in a style to have a 
minimum assortment of sizes. 

In the case of style T701, the allot- 
ment is 40 pairs for a particular store 
and weekly sales for the last four 
weeks in April are as follows: 


Number of 

Day pairs sold 
1- 7 6 
8-14 12 
15-21 15 
22-28 20 


No decline in the current rate of 
sale is anticipated. Set a new allot- 
ment quantity. On May 2, the ware- 
house receives an order for 10 more 
pairs, indicating that this quantity has 
been sold since April 28. How many 
pairs should be shipped to the store 
to bring the stock to the new allotment 
set? 

III. At Stern Brothers, New York, 
staple linens are controlled as follows: 
A ticket is attached to each bundle in 
reserve giving the style number, color, 
and unit (piece or dozen). When a 
sales person goes to reserve for goods, 
she removes the ticket and places it 
in a box. These are sorted every week 
and orders placed for what have been 
sold. It takes about two weeks for 
orders to be filled. 

At the start, arbitrary maxima were 
set, adjustments to be made as sales 
records were accumulated. These 
maximum figures included both re- 
serve and forward stock. 

It was not found to be essential to 
keep minimum quantities that would 


ensure against running out of stock, 
because substitution is easy in this 
merchandise and a high rate of turn- 
over is much to be desired. 

On one item a maximum of 12 
dozen had been set and the with- 
drawals from reserve averaged five 
dozen a week during the first few 
weeks. The lowest withdrawals were 
two dozen and the highest eight dozen 
in a week. Set a new maximum. Com- 
pute the annual rate of turnover (for- 
ward and reserve stock combined) 
with the new maximum in effect. 

IV. In $3.95 millinery, it was felt 
that in order to ensure complete as- 
sortments the stock should not get be- 
low 150 fieces. Orders were placed 
every week and shipments were re- 
ceived in one week. Sales during the 
last four weeks’ period were 480. 
There are 200 pieces now on hand 
and 90 pieces on order for prompt 
delivery. Set an open-to-buy for this 
price line. What is the annual rate of 
turnover? (While millinery is not a 
staple stock, the price-line unit is a 
comparatively staple feature and the 
principles applying to staple stocks 
may be applied to the price lines.) 

V. Under a minimum system of 
control, the minimum set for the item 
is 12 and the maximum twice the 
minimum, or 24. For convenience in 
computation, it is desired to have the 
maximum always twice the minimum. 
On June 1, when a stock of eight was 
actually on hand, an order was placed 
for 16 to bring the stock commitments 
(on hand and on order) up to the 
maximum of 24. On June 25, the 
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sales clerk reports that 14 pieces are 
on hand. While the minimum has not 
been reached, the item is reported in 
order to allow this article to be in- 
cluded, if necessary, on an order for 
a variety of goods that is being placed 
with the manufacturer on June 25. 
Delivery takes one week. 

Should a reorder for this item be 
placed and what new maximum and 
minimum quantities should be set? 

VI. By a count of the stock every 
four weeks, it has been found that the 
sales of an item were 106 one month 


and 94 the other, an average of 100. 
At the last count 110 were on hand 
and 240 were on order for delivery in 
one month. It takes three months for 
delivery and it is decided to order at 
intervals of every two months because 
of the price advantage of volume pur- 
chases. The rate of sale is expected 
to increase about 20 per cent within 
three months. Set a maximum stock 
and a reorder quantity. 


(See inside back cover for answers.) 


Joun W. WINGATE 


cAdvertising and ‘Publicity Division 





Six Advertising Shoals 


P. E. Murpuy 


The interest in how to advertise has often led to the neglect of the 


more fundamental question, what to advertise. 


Here is a concise 


statement of the dangerous tendencies in much of the current dis- 
cussions of retail advertising. 


HE retail advertiser of today 

who is attempting to pilot his 
store on to the “Port of Profit” finds 
his course made hazardous by six 
shoals which—to mix the metaphor— 
might also be described as holes in 
current advertising thinking. These 
shoals seem to be as follows: 

1. A tendency to accept, without 
thinking, the publicity philos- 
ophies of the huge retail institu- 
tions which set the advertising 
modes of the moment. Retail 


advertising can neither be stand- 
ardized nor reduced to a for- 
mula. Retail problems vary so 
much from community to com- 
munity, from store to store, and 
even from department to depart- 
ment within a store that each 
store in the country must do its 
thinking for itself. Too many 
advertising hearts are being 
broken in a vain attempt to bring 
Fifth Avenue and Herald Square 
to Main Street. The new eleventh 
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commandment, as far as retail 
advertising is concerned, is—Be 
Yourself ! 

. A tendency to forget that the 
most important thing in any 
store is that store’s merchandise. 
The best location, the best sales 
force, the best advertising, the 
best window display in the world 
will not put a store across un- 
less its merchandise is right. 
Therefore, the most important 
thing retail advertising has to 
talk about is merchandise. Yet 
there is a feeling abroad that 
stores should devote less of their 
money to the advertising of mer- 
chandise and more to something 
called institutional advertising 
which glorifies, in a general way, 
the virtues which a store is said 
to possess. This is a grand idea. 
Part of the advertising of cer- 
tain stores may well be devoted 
to selling store services, store 
policies, advantages of location, 
and like factors. But, in the vast 
majority of stores, the energy 
now used fretting about institu- 
tional advertising might be much 
better employed in improving 
the content of the merchandise 
pages. For, after all is said and 
done, nothing emphasizes a 
store’s policy better than a page 
of merchandise which reflects 
that policy—be it price or be it 
fashion. Today, as for ages past, 
“Deeds speak louder than words.” 
Retail advertisers should never 
forget that nothing does more to 


sell a retail institution to a cus- 
tomer than to prove to her that 
it has the merchandise she needs 
and wants—at the prices she 
wants to pay. 


. A tendency to be too concerned 


—about the appearance of our 
advertising. Retail advertising 
has made great forward strides 
within the last decade in improv- 
ing the mechanical details of its 
make-up. There are compara- 
tively few cities in the country 
wherein at least one store isn’t 
using layouts, typography, and 
art work which wins for it the 
accolade of doing “a smart ad- 
vertising job.” This improve- 
ment in physical appearance has 
been good for advertising. But 
it must not be forgotten that the 
end of advertising is to sell 
goods. It is not the intention 
here to present a brief for the 
type of retail advertising which 
goes in for bigger and blacker 
prices and thunderclap copy. 
Nevertheless, the fact must be 
recognized that, for certain types 
of stores, there is a possibility 
that this type of advertising is 
every bit as much a work of art 
as the advertising produced by 
some of the outstanding stores 
in the country. Just because such 
advertising sends a shiver up his 
spine is no reason why the ad- 
vertising expert should feel 
called upon to condemn it so 
long as it does the job all should 
be trying to do—as long as it 
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sells goods. The emphasis which 
experts place on appearance is 
amusing at best. For, if they 
get their wish and all advertis- 
ing becomes 99 44/100 per cent 
perfect, the newspapers will be 
forced to run three-color inserts 
on coated stock in order that 
stores with established “reputa- 
tions” can maintain their posi- 
tions in the advertising field. 


. A tendency to be too concerned 


—about \10w to write copy. It is 
really wumnecessary that retail 
copy should always have a high 
literary flavor—that it should, as 
sO many agency men seem to be- 
lieve—read like something from 
Swinburne. Retail copy’s most 
important job is to answer the 
questions, “What is it? What 
will it do for me? What does it 
cost?” When the copy in an ad 
tells clearly and succinctly the 
specification, the use, and the 
price of the merchandise—ex- 
plaining, if need be, why this 
price is unusually reasonable—it 
is doing its appointed job even 
though it makes no wisecracks, 
and even though it is never re- 
produced in the trade papers. 


. A tendency to forget that the 


hardest problem confronting ad- 
vertising managers today is to 
build an organization that is 
eager to sell goods rather than 
to flood the world with adver- 
tising cuteness. Retail adver- 
tisers need not rack their brains 
in an attempt to make their copy 


compete in interest with the 
news columns that surround it. 
It is probably true that if ever 
a retail ad overshadowed the lat- 
est murder or divorce, it was 
because the merchandise in that 
ad excited a great number of 
people, and not because the copy 
was lyrical, the layout luscious, 
and the illustrations the answer 
to an art director’s prayer. 


. A tendency to lie down and 


grovel when all members of the 
retail craft are branded as liars, 
thieves, brigands, and what have 
you because retail copy is some- 
times overenthusiastic. Ameri- 
can business being what it is, 
and advertising tradition being 
what it is, there will probably 
always be a little bit of Barnum 
in every good ad. Unless the 
Better Business Bureau is much 
less efficient than generally be- 
lieved, any merchant’s overen- 
thusiasm will be curbed before it 
can be carried to a point where 
it will seriously affect the pub- 
lic’s faith in advertising. In 
short, any retail advertiser—or 
national advertiser for that mat- 
ter—eager to plunge into a dis- 
cussion of this topic, should, be- 
fore he begins, refer to a certain 
verse in the Bible that runs “Let 
him who is without sin among 
you cast the first stone.” 


In these recommendations there is 
no implication that retail advertising 
should not be carefully planned and 
carefully prepared, or that it should be 
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deadly dull, unimaginative, uninterest- 
ing. The point to bear in mind is 
merely that the difference between 
good and bad advertising is entirely 
a matter of opinion. The only opinion 
which really counts is not that of the 
advertising experts, but that of the 
customer. The customer’s opinion of 
any retail advertising is, of course, 
expressed in direct results. When re- 


tail advertisers grasp this fact, they 
will automatically release that great 
part of their time, now spent in worry- 
ing about how to advertise, to a con- 
sideration of the most important of 
all of retail advertising’s problems— 
that of what to advertise. And they 
could do retail advertising no greater 
good. 


cAccounting and Control ‘Division 





Can One Store Consistently Undersell 
Competitors P 


The ability to manipulate mark up ts one of the first requirements for 


the successful merchandiser. 


Manipulation allows a store to meet 


all price competition and still make money. 


_— wars that have occurred re- 
cently among some of the New 
York City stores have brought up the 
old problem of the ability of one store 
to undersell competitors consistently. 
Almost all those expressing opinions 
have assumed that consistent under- 
selling is only possible when the store 
has one or a combination of the 
following merchandising results. 
1. A lower expense percentage than 
competitors. 
2. A lower reduction (mark-down 
and shortage) percentage. 
3. A lower cost price for the mer- 
chandise it buys. 
4. A lower net-profit percentage. 
Many assume that if a store makes 
as large a net-profit percentage as its 


competitors and has no positive ad- 
vantage in the other three factors, any 
underselling claim is fiction: They fail 
to realize that there is an additional 
factor making underselling possible 
that is just as important as_ those 
commonly mentioned. 

It is possible for a store to have as 
high expense and reduction percent- 
ages as its competitors, to pay the 
same prices in the market for what it 
sells, to sell every article for 5 per 
cent less and still make a larger net- 
profit percentage. The first reaction 
of nearly every one to whom this 
statement is made is that it is untrue; 
but its truth can be easily demon- 
strated, even if it is assumed that a 
store carries nothing but nationally 
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branded goods, where every article is 
subject to clear-cut price comparison. 


Proportionate Sales of High and 
Low Mark-up Goods 


The answer is found in the nature 
of the cumulative initial mark up of 
a department. If costs, expenses, and 
reductions are to be the same in the 
stores to be compared, it is evident 
that a higher net-profit percentage in 
one is only possible if it obtains a 
higher initial mark up. What many 
fail to realize is that it is at least 
theoretically possible for one store to 
have a higher initial mark up than 
its competitors and yet undersell them 
on everything, even though it has no 
price advantage in the wholesale 
market. 

The high initial mark up is possible 
when one store sells a larger propor- 
tion of high mark-up goods than its 
competitors do. In most stores, mark 
ups vary from almost nothing to more 
than double the cost. The store that 
by means of clever merchandising, ad- 
vertising, and display can sell the high 
mark-up goods in larger proportions 
than do its competitors can both un- 
dersell them and make a higher initial 
mark up. The following will explain 
this reasoning. 


Example of Principle 


For simplicity, let it be assumed 
that two stores, both with a sales vol- 
ume of $10,000,000, sell two classes 
of goods: merchandise that has usual- 
ly a 40 per cent maintained mark up 
and merchandise that has a 20per cent 


maintained mark up. Since reductions 
are assumed to be the same in both 
stores, the maintained mark up rather 
than the initial mark-up figures may be 
used for demonstration. One store 
sells two fifths of its goods at the high 
mark up and three fifths at the low 
while the other sells at three fifths the 
high mark up and two fifths the low. 
In the first store, the maintained mark 
up is found as follows: 





Per 
Retail Cost Mark up Cent 
4,000,000 2,400,000 1,600,000 40 
6,000,000 4,800,000 1,200,000 20 
10,000,000 7,200,000 2,800,000 28 


Since the second store is to under- 
sell its competitor by 5 per cent, it 
must sell goods for 95 per cent of the 
price in the first store. Since its cost 
on the high mark-up goods is 60 per 
cent of the usual price, its margin is 


only 35 per cent of the usual price, or 
36.84 per cent of its own retail ( 


Since its cheap goods costs 80 per cent 
of the usual price, its mark up can be 


only 15 per cent of the usual price, or 
15.79 per cent of its own retail 

With three fifths of its $10,000,000 
volume at the 36.84 per cent mark up 
and with two thirds at the 15.79 per 
cent mark up, its maintained mark up 


is computed as follows: 








Per 

Retail Cost Mark up Cent 
6,000,000 3,789,600 2,210,400 36.84 
4,000,000 3,368,400 631,600 15.79 
10,000,000 7,158,000 2,842,000 28.42 
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The store with the lower retail 
prices and the same costs and ex- 
penses has made $42,000 more net 
profit than its competitor. 

This example demonstrates that a 
store’s opportunity to meet or under- 
sell competition is not limited to sav- 
ings in expenses, in reductions, or in 
the market cost of individual items. 
It is also found in the proportion in 
which sales at different mark ups take 
place. The cost of merchandise sold 
is reduced and the mark up of a de- 
partment increased by selling larger 
proportions of high mark-up goods. 


Increasing Sales of Profitable 
Goods 

There is no question that some 
stores have achieved much more suc- 
cess than others in selling high mark- 
up goods in larger proportions. Some 
of the ways in which this is done are 
as follows: 

1. Elimination from stock of low 


mark-up goods or goods of un- 
profitable vendors. 

2. Placing of chief advertising and 
display emphasis on the high 
mark-up goods. 

3. Training sales people to push 
the high mark-up goods. 

4. Arrangement of stock to make 
it more convenient for sales 
people to show the high mark-up 
goods. 

5. Stocking of private brands that 
carry a high mark up but still 
sell for less than almost identical 
nationally advertised brands. 

In the present state of retail com- 
petition, there is an excellent oppor- 
tunity to sell actually more high mark- 
up goods by these methods, for this 
merchandise can be offered at prices 
lower than those of competitors with- 
out sacrifice to a high cumulative 
initial mark up. 


Joun W. WINGATE 


Personnel and Planagement Division 





Unit Packing 


WILt1aAM E. BuTLer 


Unit packing is probably the outstanding recent experiment in the 


field of store operation. 


The findings of a store that is one of the 


leaders in investigating its possibilities are presented in this article. 


Five years ago it occurred to the 
group of the Controllers’ Con- 
gress that was studying packing-sup- 
ply expense that the problem of sal- 


vaging shipping containers would be 
largely solved if the manufacturer 
were to pack merchandise in such units 
that it could be delivered to the cus- 
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tomer in its original carton. This 
method, known as unit packing, was 
at once recognized as an important 
one for cutting down the cost of dis- 
tribution. As later developments in- 
dicated, from 10 per cent to 80 per 
cent of the packing-supply expense on 
items subject to unit packing can be 
saved. 

The Traffic Group of the Nationai 
Retail Dry Goods Association made 
a preliminary study of the problem 
in two New York stores. This was 
followed by a study of thirteen stores 
in different parts of the country. 
These investigations allowed the 
preparation in 1929 of a Report on 
Unit Packing, Shipping Containers, 
Store Packing, issued by the National 
Retail Dry Goods Association. This 
report gave a comprei.ensive discus- 
sion of the advantages of the pro- 
posed method. 

Store management quickly recog- 
nized the merits of unit packing and 
instructed buyers to ask for it. Ac- 
cordingly manufacturers received a 
flood of individual requests from dif- 
ferent stores for unit packing and 
they started supplying unit cartons of 
several sorts not suited to department- 
store delivery needs. 

Initial Problems 

Perplexing problems came up as 
the unit-packing movement started. 
Since the plan is to deliver the mer- 
chandise in its original containers 
without opening it for inspection, con- 
cealed damages and breakages would 
be found only by the customer. Also, 
stores questioned whether they could 


rely upon vendors to supply perfect 
merchandise so that it could be de- 
livered to the store’s customers with- 
out inspection. Again retailers did 
not know what was a fair price to pay 
the manufacturer for packing their 
merchandise in unit containers. In 
some merchandise lines it was not the 
custom to charge the store for bulk- 
packing costs on a separate invoice 
from the amount of the goods but to 
include it in the cost of the merchan- 
dise. Here the question arose as to 
whether the additional expense to the 
manufacturer of unit packing should 
be charged separately as packing ex- 
pense or included in the purchase price 
of the merchandise. It was recognized 
that a buyer could ask the vendor to 
manipulate the price so that merchan- 
dise costs would be diverted to pack- 
ing expense. 

The key to the breakage problem is 
in correct design of corrugated sup- 
ports, inside the outer carton, that will 
eliminate the use of excelsior or hay, 
both of which are called “straw” in 
the trade. If inspection of unit-packed 
merchandise is desired, it can be easily 
accomplished by unsealing about 10 
per cent of these “strawless” unit car- 
tons selected at random from a ship- 
ment. Repacking is so simple that a 
stock boy can do it. 

Accurate knowledge of the cost of 
unit cartons can be obtained by ask- 
ing carton manufacturers to quote 
their prices. Packing labor costs can 
be closely estimated by keeping records 
of the labor time required to pack the 
cartons at the store. 
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Whether unit-packing cost is to be 
considered a part of merchandise cost 
is a matter on which expert opinion 
is still divided. Since bulk packing 
charges have been often included by 
the vendor in the cost of the goods, 
the common procedure has been to in- 
clude bulk-packing costs as a part of 
the merchandise costs rather than as 
operating expenses. With unit-pack- 
ing charges greater than bulk-packing 
charges, there is a question whether 
to charge them all to merchandise, 
to charge them all to expense, or to 
charge the store’s packing-expense ac- 
count only for the difference in cost 
between bulk packing and unit pack- 
ing. If one of the latter two proce- 
dures is adopted, it is desirable to re- 
quire that the vendor render a separate 
invoice for the total cost of unit pack- 
ing or for the difference between his 
costs of unit and bulk packing. In 
the latter instance, the cost of bulk 
packing will be included in the cost 
of the goods. 


Carton Design 

When unit packing first started, 
stores committed the error of leaving 
the question of the kind of unit pack- 
ages to the manufacturer. 

The first interior-packing materials 
to be used for unit packages were 
straw, hay, and excelsior. None of 
these is satisfactory. After becoming 
dry, they flatten out, break up, or be- 
come powdered by the grinding action 
of the merchandise. They sift out of 
position leaving the goods without 
cushioning. Every one is familiar with 


the litter created when the customer 
opens a straw-packed carton. 

Paper-board box manufacturers 
were quick to sense the possibility of 
using corrugated and fiber board for 
interior packing. Their efforts to sell 
cartons have given an impetus to the 
unit-packing movement. They have 
tried to show the manufacturer that 
unit packing is a strong additional 
selling appeal for his merchandise be- 
cause of stores’ appreciation of such 
packing. 

Generally they have been more in- 
terested in merely selling cartons as 
such and not cartons designed to do 
the job intended for them. Though a 
few thoughtful manufacturers took 
the trouble to have a scientific carton 
designed for their merchandise, most 
of them dismissed the carton or pack- 
age question with the least effort pos- 
sible. 

The present difficulty in using 
“strawless” packing is that the manu- 
facturer usually buys the cheapest car- 
ton possible. When less expensive 
cartons of non-test board are shipped 
in a master carton they usually get 
the merchandise to the store safely. 
But when the store delivers them to 
customers they do not have the pro- 
tection of the master carton and fail 
to stand up in the delivery system. 

Cartons made of 175 Ib. test board 
have failed to get merchandise from 
manufacturer to store when shipped 
individually, without a master carton, 
because of poor interior design. Stores 
have to bolster up these cartons be- 
fore delivering to customers. Yet for 
no more money than put into poorly 
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designed cartons, the manufacturer 
can buy test-board cartons of proper 
design to get the merchandise from 
manufacturer to customer, if only he 
will undertake the effort to find out 
the best designs. 


Advantages of “Strawless” Unit 
Packing 
Corrugated or fiber board can be 
constructed into designs ingenious 
enough to protect the most fragile 
merchandise. The advantages of 
“strawless” unit packing are: 

1. An individualized, scientifically 
designed interior packing is pos- 
sible for each item of merchan- 
dise. Just the right degree of 
protection can be carefully regu- 
lated by specifying the kind, 
weight, and quality of corrugated 
board to be used. 


2. Less storage space is required 
because this type of carton is 
smaller than the one using straw. 
It also weighs less and costs less 
to ship. 


3. Customers are better pleased be- 
cause the home does not become 
littered. There is less chance for 
the customer to break the mer- 
chandise in unpacking it. Com- 
plaints of incomplete shipments 
will be reduced because there will 
be little chance for customers to 
overlook merchandise when un- 
packing it, a contingency which 
often occurs when merchandise 
is nested in excelsior. 


4. Packing with corrugated board 
actually costs less than straw 


packing. While the supplies cost 
more, the labor costs are much 
less. The packing process, where 
straw is not used, can be highly 
mechanized and production in- 
creased tremendously. In one 
store a production of seventeen 
thirty-two-piece china sets per 
hour was made by a packer using 
corrugated board. Seven sets an 
hour is considered fair produc- 
tion where straw is used. In fact, 
some stores pay a bonus on all 
production over fifty-five sets a 
day. Furthermore, “strawless” 
packing is free from injurious 
dust always found in “straw”. 

At first it was difficult to obtain 
properly designed “strawless” packing 
because the packers in the china in- 
dustry are strongly organized and did 
not favor the new packing. China 
buyers were not sure that such pack- 
ing would ensure against breakage in 
delivery. But a recent check of break- 
age records was made by one store to 
compare the performance in the case 
of china of “strawless” unit cartons 
and unit cartons that use straw. Of 
the latter sent through the delivery, 
21 per cent had breakages. Only 3 per 
cent of the “strawless” unit cartons 
had breakages. 

A survey of china manufacturers 
indicates that the leading firms in this 
industry are changing to “strawless” 
packing. Twelve of the largest china 
factories now offer some of their mer- 
chandise in “strawless” unit cartons 
in compositions ranging from three to 
fifty-six pieces. 
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One manufacturer has announced 
that he will eliminate straw entirely. 

A “strawless” carton has been de- 
signed for a ninety-five-piece dinner 
set. It is still in the experimental stage 
but according to those who are testing 
it out it appears to protect the mer- 
chandise. 


Standardization in Carton Design 
There is one best interior-packing 
design for each item of merchandise. 
Stores must study, experiment, and 
test carton designs to find the correct 
ones to use. The need for attention to 
carton-design testing is illustrated by 
the fact that there are two designs of 
“strawless” interior packing now in 
used for iced-tea sets, two for thirty- 
two-piece china sets, three for forty- 
three-piece china sets, three for vases, 
two for console sets, three for stem 
ware, and more could be named. 

The existence of so many designs 
and ideas for interior-packing struc- 
ture can probably be explained by the 
fact that they originated for the most 
part among the hundreds of small cor- 
rugated carton factories scattered over 
the country that do not know depart- 
ment-store needs. Their cartons often 
fail to get the merchandise into the 
store without excessive breakage. 

It is the responsibility of the stores 
to set carton specifications. Buying 
unit cartons is like buying any other 
supply—the only difference is that 
they are bought through the merchan- 
dise sources. The store must insist 
that it get packing that will carry the 
goods safely through the delivery 
process for otherwise it will have to 


go to the expense of repacking. The 
store is in a better position than the 
manufacturer to know what kinds of 
packing will fulfill its delivery re- 
quirements. 

Stores will find it to their interest 
to codperate on the question of carton 
design. If one design is best for each 
item of merchandise, all stores ought 
to adopt that design as a standard. 
Carton prices are based largely on the 
quantity purchased. If all stores use 
the same carton for like merchandise, 
the manufacturer can afford to supply 
unit packing for that merchandise at 
a lower price. 

On the other hand, if each store 
insists on special packing, not only 
will the manufacturer's costs and 
charges be increased, but he will also 
be antagonistic to the whole concep- 
tion. He will not be anxious to unit 
pack and his charges will reflect his 
attitude as well as his costs. 

For five years, stores have been 
making individual démands for unit 
packing. Effort by a few leaders to 
secure cooperation among stores has 
been unsuccessful. But there is now 
hope of securing it. The Retail Dry 
Goods Association, an organization of 
New York stores, has been successful 
in getting each of its niembers to 
designate an individual in its organiza- 
tion as the “Unit-Pack Contact Man.” 
Through regular meetings of these 
contact men, stores of the association 
will exchange information and ideas 
on unit packing, design, and costs. 

It is planned to divide the work of 
carton design and testing so that each 
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store will have a definite responsibility 
for finding the best way to pack an 
appointed item ; for instance, one store 
will study vases, another iced-tea sets, 
another vegetable bins, etc. Each store 
will present its findings for discussion 
and standard designs for each item 
will be adopted. Vendors’ representa- 
tives will be invited to present their 
side of the problems. 


Two Types of Strawless Interior 
Packing 

There are two types of strawless in- 
terior packing: the cell or compart- 
ment type and the wrapper type. 

The cell type of interior was the 
first to be developed. There are three 
ways to build the cells. Most familiar 
is the “egg-crate” construction, which 
is formed by dovetailing slotted pieces 
of corrugated board. The second, the 
“inverted-tray” method, is to build one 
carton within another carton with an 
inch of air space between them. The 
third method of forming cells is to 
crease and fold corrugated board into 
any desired square, rectangular, tri- 
angular, or hexagonal shape and to 
fit it into the outer container so as best 
to support the merchandise. Holes 
can be cut in the corrugated board to 
fit around and support such objects as 
globes and vases. 

The wrapper type of interior pack- 
ing consists of a piece of corrugated 
board that has a flat piece of card 
board only on one side. It is cut to 
the proper width and is long enough 
to wrap around the article two times. 
A piece of heavy kraft paper is 
wrapped around with it which is wide 


enough to extend two inches on either 
side of the single-faced corrugated 
board. The paper is tucked in at the 
ends of the cylindrical roll to keep the 
wrapper in place and to hold the ar- 
ticle from slipping out at either end. 

The nature of the merchandise de- 
cides which type of interior packing 
to use. Generally speaking the cell 
type is used for china and glassware 
sets. The wrapper is appropriate for 
stem ware, tumblers, jugs, pitchers, 
and other hollow-ware items. The 
writer has found it superior for iced- 
tea sets also and yet only one manu- 
facturer is using it. 

One of the carton manufacturers 
has perfected a new wrapper for 
stem ware that does away with the 
need for kraft-paper backing. The 
“tuck in” is made by using a wider 
piece of flat cardboard than of the 
corrugation. The corrugated part, 
called strawboard, is glued to the flat 
part, called chipboard, so that the lat- 
ter extends about two inches on either 
side of the corrugated strawboard. 
After rolling up the stem ware, the 
chipboard is tucked in so that it will 
keep the wrapper from unrolling and 
will hold the piece of stem ware from 
slipping out of its cylindrical con- 
tainer. 

In using the wrapper type of pack- 
ing for stem ware, care must be taken 
not to roll the wrapper so tightly 
around the merchandise that it will 
communicate a shock to the goods. 

Department stores should concen- 
trate their first efforts at unit packing 
on china and glassware sold in sets, 
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for the following reasons: first, the 
difficulty of securing skilled packers 
(due to competition of wholesalers 
and manufacturers who offer more 
uniform work and better hours) ; sec- 
ond, the heavy expense of bulk pack- 
ing, charged for by the vendor; and 
third, the economies in handling unit- 
packed sets, since most deliveries are 
made to customers from the ware- 
house on a basis of sample. 


Unit Packing of Open-Stock Stem 
Ware 

Stem ware and tumblers that are 
sold from open stock present the most 
difficult packing problem in the store. 
Stem ware particularly is very fragile. 
Great care must be taken in nesting 
it. Customers often break it trying to 
extricate it from excelsior. It is one 
item for which stores have been anx- 
ious to discover an effective packing 
method. 

Stem ware and tumblers have been 
unit packed in both excelsior and 
strawless cartons, one-half dozen to 
the carton. At first, the cell type of 
interior “strawless” packing was used 
for stem ware but it was found im- 
practical because it cannot be stand- 
ardized for the 4,000 odd shapes and 
sizes found in a typical glassware de- 
partment. 

The wrapper type of strawless-unit 
packing has proved satisfactory in tests 
and shows a lower breakage percent- 
age than the cell type. Its main advan- 
tage is its flexibility. It can be adjusted 
to fit any diameter or height of stem 
ware. In fact, three sizes of wrappers 
have been worked out for packing all 
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sizes and shapes of stem ware and 
tumblers. These measure: 

6 inches x 24 inches for— 

whiskies 

cordials 

punch cups 

sherbets 

small footed tumblers 
tumblers up to 10 oz. 

71% inches x 24 inches for— 

wines 

clarets 
champagnes 
iced-tea glasses 
tall sherbets 

9 inches x 24 inches for— 

goblets. 

A knowledge of the selling units is 
required before stem ware can be unit 
packed. An analysis of sales at one 
store shows that 70 per cent of all 
stem ware and tumblers is sold in 
three units: half dozens, two-third 
dozens, and dozens. If unit cartons 
were to be prepared for these three 
selling units, the major portion of all 
stemware sales could be received, 
stored, and delivered in unit cartons 
containing these three quantities. 
However, an analysis of packing costs 
shows that unit packing for stem ware 
is too costly because, in about 75 per 
cent of the cases, the customer buys 
more than one item and the cost of 
two or more unit cartons is more than 
the cost of bulk packing done by the 
manufacturer plus the store’s cost to 
pack the order for a combination of 
items in one carton. 


Two large New York stores that 
have studied the stem-ware packing 
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problem decided to have stem ware 
shipped to them in “strawless” bulk 
packing, using corrugated wrappers 
and packed three or six dozen in a 
carton, depending on the size of the 
stem ware. The stem ware is to have 
the pattern marked on the wrapper at 
the factory. It will be stored in the 
wrapper and delivered in the store’s 
own cartons without the use of straw 
or excelsior. Half of the cost of bulk 
packing will be salvaged inasmuch as 
the cost of the wrappers is about the 
same as the cost of the carton used 
to contain them. 

It may be that department stores 
will find some items of stem ware or 
tumbler which it will pay to have unit 
packed. If analysis of sales records 
discloses that customers usually buy 
certain items, such as water tumblers, 
without buying other glassware at the 
same time, the selling unit can be de- 
termined and unit packing ordered. 
Customers may be offered a slight 
concession in price to encourage them 
to buy the quantity in the unit pack- 
age. 

Prepacking 

Prepacking is the term used to desig- 
nate packing done in the store in ad- 
vance of sale. It is desirable in many 
instances where unit packing is im- 
practicable. For instance, imported 
merchandise has not been successfully 
unit packed as yet nor has there been 
much attention paid to getting it unit 
packed. Some imported china is be- 
ing received in unit cartons that em- 
ploy excelsior, but in most instances 
this unit packing is not suited for de- 


partment-stere delivery needs. The 
excelsior has invariably dried out and 
lost its resiliency. Being very com- 
pactly nested, it furnishes less pro- 
tection than the domestic packing with 
excelsior. Foreign manufacturers of 
containers have not yet approached 
the American genius for making cor- 
rugated cartons and little “strawless” 
packing has been attempted abroad. 
Imported china sets are accordingly an 
excellent subject for prepacking. 
Some stores use prepacking merely 
to keep the packing force busy when 
sales are few. While prepacking is a 
definite benefit when used to prevent 
idle time, it falls short of its possibili- 
ties when used only for this purpose. 
Packers gauge their speed somewhat 
by the orders ahead of them and they 
slacken speed when orders are few. 
Hence, much prepacking is spasmodic. 
Little is accomplished and often mer- 
chandise that could have been pre- 
packed is not. Regular and systematic 
prepacking enables the store to work 
ahead of the game instead of behind 
it. A definite prepacking policy that 
makes prepacking a regularly sched- 
uled part of the packing department’s 
daily operation can be arranged so 
that sets and single items are packed 


in advance. The advantages are as 
follows: 
1. Delivery to the customer is 
speeded up. 


2. The merchandise is protected 
while in the stock room. The 
goods go directly from the re- 
ceiving room to the packing de- 
partment without being marked. 
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3. Packing production is increased 
as the packer repeatedly performs 
the same type of operation, 
rather than switching from one 
type of packing to another as 
sales are made. 

4. More suitable packing supplies 
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will be used because special pack- 
ing can be ordered to arrive at 
the time the goods arrive from 
vendors. The goods can _ be 
promptly packed into this most 


suitable material. 


Department-Store Operating, Figures Compiled by the 
Harvard Bureau of Business Research for 1929 


Percentage Based on Net Sales 


Less than $150,000 $300,000 $500,000 $750,000 
a $150,000 $299,000 $499,000 $749,000 $999,000 
Net Profit or Loss ............00 L 0.9% L 1.1% L 0.8% L 0.4% L 0.5% 
Other Income  oo..eccccceeseeseeeeseees 3.9% 3.1% 3.0% 3.6% 3.5% 
Net Gain: 

% of Net Sales .................... 3.0% 2.0% 2.2% 3.2% 3.0% 

% of Net Worth ................... 6.3% 5.0% 6.0% 6.8% 6.6% 
ee 29.8% 29.8% 31.0% 31.9% 32.3% 
ect alitbacinnsiincinnenn 28.9% 28.7% 30.2% 31.5% 31.8% 
Rate of Stock-turn «00.0.0... 1.9 2.4 2.8 27 3.4 
Maark-dowMs  ..........ccccccsccssssscesseees 8.8% 7.9% 
Returns and Allowances ............ 1.7% 1.7% 3.5% 6.1% 7.3% 
Index of Change in Sales ........ 98.3 99.3 99.4 98.3 99.0 
RN SU EEE ssctctccespettecsesnansssoncce 59 83 84 59 36 
L—Loss 

Percentage Based on Net Sales 
$1,000,000 $2,000,000 $4,000,000 $10,000,006 

| ae eee $1,999,000 $3,999,000 $9,999 000 and over 
Net Profit Or LOSS  «.....c.cc-..scccocsccsscseees 0.1% 0.3% 0.9% 1.6% 
I RI nasccikccccsicsiccctcescccsticserneene 3.0% 3.4% 3.0% 3.7% 
Net Gain: 

Fk een 3.1% 3.7% 3.9% 5.3% 

2 fF ee 8.4% 7.6% 8.1% 11.3% 
NE ND ier ceecieireeercccernss 32.0% 32.6% 32.8% 32.8% 
IN I sas sciscnpaiticianctineieccaeaecasomes 32.1% 32.9% 33.7% 34.4% 
Rate of Stock-turn .......cccccceceseeeeeees 3.6 3.9 4.0 4.6 
UN i culassenianesien 6.5% 6.7% 6.6% 6.6% 
Returns and Allowances ...........::::::00+ 7.3% 8.5% 10.6% 14.0% 
Index of Change in Sales. ............00+ 98.3 100.9 100.6 102.4 
No. of Stores .. 73 58 46 29 
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Book Reviews 


The books on retailing and others of particular interest to retailers 
that have appeared during the past three months are reviewed here. 


Gotptey, Epwin A., and Kayiin, ALEx- 
ANDER, Control of Retail Store Opera- 
tions. New York: The Ronald Press 
Company, 1930. : 

Last year a series of articles ran in Re- 
tailing, entitled “The Store-Wide Con- 
troller.” These have been re-edited and re- 
arranged to appear in book form under the 
title, Control of Retail Store Operations. 
The articles were highly commended by re- 
tail executives and it is a matter of great 
satisfaction to have them appear in book 
form. 

The book covers the whole field of store 
operations, merchandising, publicity, store 
management, and accounting, but all from 
the angle of control. The book is therefore 
no mere addition to the many describing 
store operations. Every subject is ap- 
proached with this thought in mind: “How 
can this operation be controlled so that it 
will make a maximum contribution to net 
profits ?” 

The book has appeared at a most oppor- 
tune moment, when the Harvard figures 
for 1929, just issued, show a continued ten- 
dency for expenses to increase and when 
the present recession is making it doubly 
dificult to avoid a further increase. 

This book will serve admirably as a 
ready reference to throw light on nearly 
every problem of control. The problem for 
the executive is to apply the information 
here given. 

Perhaps the outstanding thought the book 
leaves with the reader is that a budget, a 
System, or a series of records is not con- 
trol. Operations are controlled only when 
a definite procedure is introduced to ensure 
that the store follow the preconceived plan, 


a plan based on complete and accurate 


records. 
J. W. W. 


BLooMFIELD, DAnteL, Trends in Retail 
Distribution. New York: H. W. Wilson 
Company, 1930. 

Daniel Bloomfield, well-known manager 
of the Retail Board of Trade, Boston 
Chamber of Commerce, has compiled in the 
form of a handbook a series of about fifty 
excerpts from the writings of prominent 
retailing authorities. 

The readings are arranged around ten 
topics: the status of retail distribution; 
trends in retail distribution; installment 
selling; group buying; chain stores and 
independent stores; house-to-house selling, 
the mail-order business, automatic selling, 
and the problem of man power; the main- 
tenance of resale prices; mergers and con- 
solidations; the growing importance of 
fashion; and some aspects of customer de- 
mand. The list of contributors include such 
names as Herbert Hoover, Paul Nystrom, 
O. H. Cheney, Malcolm McNair, Fred 
Clark, E. R. A. Seligman, E. A. Filene, 
E. C. Sams, Joseph Appel, Philip Le 
Boutillier, Godfrey Lebhar, W. T. Grant, 
A. L. Filene, Melvin Copeland, Lew Hahn, 
and O. W. Knauth. A brief on chain stores 
and a bibliography of retailing are included. 

The chief value of the handbook lies in 
the fact that it is a convenient collection 
of information on permanent subjects which 
is not otherwise readily accessible. 

E. O. S. 


BezANson, ANNE, and Hussey, Miriam, 
Wage Methods and Selling Costs. Phila- 
delphia: University of Pennsylvania Press, 
1930. 
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During one of the general sessions of the 
February convention of the National Re- 
tail Dry Goods Association, Dr. Anne 
Bezanson presented the results of an exten- 
sive study of wage methods and selling 
costs made by herself and Miriam Hussey 
of the research department of the Univer- 
sity of Pennsylvania. This study was con- 
sidered by many present as one of the out- 
standing reports of the convention. In or- 
der to make the details of the study and its 
conclusions readily available to all those 
interested, the research has been published 
in book form. 

Many different systems of wage compen- 
sation are in operation in stores throughout 
the country. These varied types of rewards 
give rise to certain interesting and im- 
portant questions. Can the effect of the 
various methods of payment be appraised? 
Are stores, despite the different forms of 
reward, paying about the same amount to 
their sales people? Are individual earnings 
related to sales? Is one method of payment 
more successful than another ? 

After a careful analysis of records in 
thirty-one stores, the authors report their 
findings together with conclusions and 
answers to the foregoing questions. One 
very important conclusion reached is that 
stores paying the lowest wages do not have 
the lowest selling costs. 

Retailing is fortunate to have this ex- 
tensive work in a convenient and available 
form. The book was not intended to be 
used as a text. However, it will be of in- 
terest to both students and teachers of re- 
tailing subjects. Store executives will find 
it extremely useful. 

O. P. R. 


Book of Accuracy for Advertisers, Affiliated 
Better Business Bureaus, Inc., 1930. 
Retail advertisers who are sincere in 

their efforts to make their advertising at- 

tain higher standards of truth and ac- 
curacy have an ever-present ally in the Bet- 
ter Business Bureaus, which are now active 
in forty-seven cities. An outstanding pub- 
lication has been released by the Affiliated 


Better Business Bureaus, Inc., in which the 
experience of years has been made available. 

This booklet of thirty pages contains 
thirty-eight sections on two hundred and 
ninety specific subjects relating to stand- 
ards, definitions, and recommendations for 
retail advertisers. There are sections on 
“Comparative Prices,” “Fabric Advertising 
Recommendations,” “Recommendations for 
Classified Advertising,” “Standards Adopted 
by Radio Stations,” “Federal Trade Com- 
mission Trade Conferences,” and also on 
the following specific types of commodi- 
ties: silks, wool, linen, synthetic textiles, 
rayon, furniture, bedding, lamps and lamp 
shades, rugs and carpets, refrigerators, pot- 
tery and dinner ware, wall paper, furs, 
men’s wear, women’s wear, infants’ wear, 
hosiery, leather goods, toilet goods, jewelry, 
clocks and watches, gold and silver, radio, 
coal, meat, engraving, tires, automobiles, 
used cars, labor-saving devices, real estate, 
schools, office equipment, and insulation. 

The Book of Accuracy for Advertisers 
should be on the desk of every person who 
writes copy or determines the store policy 
regarding advertising. 


W. C. W. 
Converse, Paut D., The Elements of 
Marketing. New York: Prentice-Hall, 
Inc., 1930. 


The older standard textbooks on market- 
ing emphasized functional marketing; buy- 
ing, selling, transporting, storing, stand- 
ardizing and grading, assembling, dividing, 
packing, financing, risk taking and record- 
ing. Marketing books were written largely 
from an industrial point of view—retailing 
was included only incidentally. 

Professor Converse, well-known teacher 
and author from the University of Illinois, 
has amassed an enormous amount of mate- 
rial with an unusually high proportion on 
retailing. He has divided his book into 
four major parts: (1) A résumé of func- 
tional marketing—the part of marketing 
which the earlier books on marketing 
stressed; (2) commodity marketing, includ- 
ing the marketing of farm products, indus- 
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trial goods, and services; (3) institutional 
marketing which is a consideration of trade 
channels such as direct selling, brokers, 
sales agents, auctions, produce exchanges, 
wholesalers, and retailers; and (4) market- 
ing problems and policies including fair 
competition, expenses and profits of market- 
ing concerns, purchasing, stock turnover, 
price-determining factors, price policies, 
market research, choosing a method of dis- 
tribution, selling, advertising, and the co- 
6rdination of business policies. A conclud- 
ing chapter summarizes the author’s sug- 
gestions on the reduction of marketing 
costs. 

Although references are made to retail- 
ing throughout the entire book of over a 
‘thousand pages, the sections on institutional 
marketing are of greatest value to retailers. 
Professor Converse divides retailing insti- 
tutions into two general groups, integrated 
and nonintegrated retailers. Integrated re- 
tailers are those that perform the whole- 
sale functions, seek out sources of supply, 
buy from manufacturers in large quantities, 
store the goods when necessary, and in 
many instances manufacture a part of the 
goods. The principle types of integrated 
retailers are mail-order houses, department 
stores, large specialty shops, and chain 
stores. 

Figures and facts are characteristic of 
the book. Some unusual figures as well as 
many standard figures are given. A note- 
worthy point is that the author believes the 
total retail trade in the United States in 
1928 was 50 billions of dollars. Paul 
Nystrom’s estimate which has been widely 
quoted was 44 billions. Willford King of 
the National Bureau of Economic Research 
has also announced an estimate of retail 
sales of 57,867 million. This includes a 
number of items such as ice, flowers and 


plants, coal, building materials, and farm 
machinery that other estimators may not 
have considered. 

This book is highly recommended for 
students of business who wish to compre- 
hend the place of retailing in the scheme 
of marketing. Although it is a very long 
work, it is more readable than most of the 
marketing texts. 

E. O. S. 
RAUTENSTRAUCH, WALTER, The Successful 

Control of Profits. New York: B. C. 

Forbes Publishing Company, 1930. 

The author, an engineer, in this interest- 
ing contribution to the study of profits 
makes excellent use of charts for the in- 
terpretation of economic phenomena. Typi- 
cal conditions are plotted to illustrate the 
principles of profit control. The break- 
even chart, a graphic determination of the 
economic characteristics of a business, shows 
how to arrive at the sales volume beyond 
which additional volume will be unprofit- 
able for any particular concern. Retailers 
may profit well by a study of this chart. 

Economists will be interested in the 
author’s interpretation of the economic cycle 
with its various stages of conversions; 
manufacturers will find the analysis of the 
cost of manufacturing the product, as well 
as the economic characteristics of manu- 
facturing enterprises, helpful; accountants 
and business men will find the discussions 
on balance sheets, methods of measuring 
the results of operations, and budgets valu- 
able. 

The fundamental concepts of profits are 
applicable to retailing as well as to manu- 
facturing. Although the book is written 
mainly from the industrial point of view, 
the principles are easily translated into use- 
ful retailing knowledge. 

E. O. S. 








o4 EDITORIAL 


The Psychological Factor 


Business men are showing increas- 
ing respect for the mind of the con- 
sumer. Since the depression of 
1920-1921, they have been exceed- 
ingly respectful of the exacting con- 
sumer demands they had to satisfy in 
exchange for the customer’s purchas- 
ing power. 


With the present depression, they 
are realizing that the problem is not 
wholly one of providing the right mer- 
chandise for consumers who have 
purchasing power but rather a prob- 
lem of prevailing upon consumers to 
spend the funds they have. It is not 
a problem of ability to buy but will- 
ingness to buy. 


While there have been many real 
losses both in income from securities 
and from services, most people are 
curtailing expenditures not because of 
a decrease in their purchasing power 
but because of their uncertainty in re- 


gard to the economic outlook. The 
recent uncertainty of the tariff, the 
present uncertainty as to whether the 
bottom has been reached in the stock 
market, and the uncertainty as to 
steady employment are some of the 
causes of unwillingness to spend 
available purchasing power. Business 
men have always tended to curtail 
commitments more in the face of un- 
certainty than in the face of calamity. 
It is now recognized that the consumer 
reacts in much the same way. 

The problem of the present is not 
simply a merchandising one but 
equally a problem of sales promotion. 
The buying mood of the consumer 
must be stimulated if good times are 
to be quickly restored. The merchants 
that are now cutting down on publicity 
appropriations because of unsatisfac- 
tory returns are following a short- 
sighted policy. 

J. W. W. 
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